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In late August, the International Monetary Fund (IMF), the World Bank, and the Standard &
Poor's Corporation (S&P) all praised President Carlos Menem's administration for enforcing strict
fiscal and monetary policies. The government hopes such praise will encourage greater foreign
investment in Argentina in the coming months. "Argentina is one of the developing world's fastestgrowing countries, and it ranks among those developing nations that are presently providing the
motor force for growth in the global economy," said IMF director Michel Camdessus in a speech in
Buenos Aires on Aug. 30.
Camdessus, who participated in a three-day conference of Argentina's Private Banking Association
(Asociacion de Bancos Privados de Argentina), lauded the Menem administration's economic
stabilization program launched in April 1991 as the central magnet attracting new domestic and
foreign private investment in Argentina. In particular, Camdessus cited the government's strict
fiscal and monetary policies as a model for other Latin American countries.
"A balanced budget, austerity in the public sector, and efficiency in public spending as practiced
in Argentina are not just mere recommendations for other countries," said Camdessus. "Rather,
experience shows that such policies are essential, since progress will never be attained when the
economy is poorly managed."
Indeed, the government's stabilization program has permitted Argentina to achieve one of the
lowest inflation rates in Latin America. Under the plan, the government drew up a currency
convertibility scheme that froze the Argentine peso on a parity with the US dollar. At the same time,
the government launched an aggressive plan to reduce state spending to lower the fiscal deficit
and cut the bottom out of inflation. Among other things, the Menem administration privatized
dozens of inefficient state businesses, massively cut the public-sector work force, overhauled the
tax system to increase state income, and trimmed expenditures across the board. As a result, the
Menem administration reduced annual inflation from 5,000% prior to taking office, to just 7.7% in
1993.
According to Economy Minister Domingo Cavallo considered the principal architect of the
stabilization program annual inflation by year-end 1994 will drop to between 5% and 6%. Indeed,
the official statistics office (Instituto Nacional de Estadisticas y Censos, INDEC) reports that
accumulated inflation for the first seven months of the year was only 3.6%. And, INDEC estimates
that the consumer price index from August-December will not surpass 0.5% per month. In fact,
in addition to the IMF, the government's fiscal discipline this year also won warm praise from the
World Bank and S&P, since the government has maintained a balanced budget and met all its debt
obligations during the first semester of 1994. According to the World Bank, Argentina's monetary
authorities took advantage of every interest-payment loophole offered by the World Bank from
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January-June of this year, saving the country a total of US$11.2 million in interest payments. The
World Bank provides debtor nations with certain interest "waivers" when making "pre-payments"
or particularly prompt payments on some portions of the debt.
Most countries in Latin America only take minimal advantage of the program because of inefficient
financial management practices. "The savings achieved by Argentina in the first semester
demonstrated extremely tight financial management," read a statement by the World Bank on Aug.
23. Finally, on Aug. 22, S&P released a new report that classified Argentine treasury bonds with an
"A-3" rating, which places Argentine securities in the "investment-grade" category that implies an
"intermediate" level of risk to investors.
According to S&P's report, the government's success in maintaining a balanced budget and its
determination to meet all its debt obligations significantly reduces the risks to investors. The new
S&P rating represents a substantial improvement since last year. In December 1993, the government
managed to sell US$1 billion in bonds in a global, one-time issue on world stock exchanges. But
despite enthusiastic response by foreign investors, S&P rated that issue as BB-, or below- investment
grade (see Chronicle, 12/16/93).
The government hopes S&P's new rating, plus the IMF and World Bank backing, will help attract
more foreign investment in the coming months. The government plans to sell another US$1.2 billion
to US$1.5 billion in debt bonds on world stock exchanges before the end of the year, according to
the Economy Ministry. In fact, on Aug. 1 the government issued US$100 million in so-called "dragon
bonds" on the Hong Kong and Singapore stock exchanges, the first such issue by Argentina in the
East-Asian markets. The three-year dragon bonds will earn a variable interest rate, equivalent to 175
basis points (hundredths of a percentage point) above the London inter-bank lending rate, LIBOR.
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